REPORT OF THE AUDITOR-GENERAL TO THE NORTHERN CAPE PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON PHOKWANE LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Phokwane Local 
Municipality, which comprise statement of financial position as at 30 June 201 1 , the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information as set out on pages ilMil ll 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements In accordance with Statements of Generally Recognised Accounting 
Practice (SA Standards of GRAP) and In the manner required by the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division of 
Revenue Act of South Africa, 2010 (Act No. 1 of 2010 as amended) (DoRA), and for such 
internal control as management determines necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) 
and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General notice 1111 
of2010\ssued in Government Gazette 33872 of 15 December 2010. Because of the 
matters described in the basis for disclaimer of opinion paragraphs, I was unable to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis of disclaimer of opinion 

Cash and cash equivalents 

4. I could not obtain reasonable assurance on the existence, completeness, valuation and 
allocation of and right and obligation pertaining to cash and cash equivalents disclosed in 
note 19 as RIO 099 995 (2010: R17 843 743) due to the matters listed below. There were 
no satisfactory alternative audit procedures that I could perform. 

® Sufficient appropriate audit evidence for debit journal entries of R49 837 939 and credit 
journal entries of R193 963 passed against reconciling items for cash and cash 
equivalents could not be obtained. 

® The bank reconciliation did not reconcile during the financial year under review. 

Sufficient appropriate audit evidence for corrections made to these reconciling items 
could not be obtained. 
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Accumulated surplus 

5. The accumulated surplus was disclosed as R186 907 581 in the statement of financial 
position. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the valuation and allocation, existence, rights and obligations. An 
unexplained difference of R9 409 487 existed between the financial statements and the trial 
balance. Sufficient appropriate audit evidence could not be obtained for numerous 
transactions. 

Statement of changes in net assets 

6. Due to the impact of the limitation of scope on the accumulated surplus, I could not obtain 
reasonable assurance on the existence, valuation and allocation of assets as per the 
statement of changes in net assets. Furthermore, I could not obtain sufficient appropriate 
audit evidence for corrections made of R13 531 548 (2010: R2 588 592). This correction 
did not agree to the zero amount disclosed in note 31. 

Cash flow statement 

7. Due to the impact of the limitation of scope on the accumulated surplus and transactions 
that were passed against reconciling items for cash and cash equivalents, 1 could not obtain 
reasonable assurance on the valuation and allocation, existence, rights and obligations in 
the cash flow statement. 

8. Presentation of a cash flow statement, summarising the entity’s operating, investing and 
financing activities, is required by SA Standards of GRAP 2, Cash flow statements. The 
cash and cash equivalents of R8 966 113 presented in the cash flow statement did not 
agree to the cash and cash equivalents of R7 825 348 included in the statement of financial 
position. The net cash flows from operating activities and the cash and cash equivalents in 
the cash flow statement were overstated by R1 140 768. 

Property, plant and equipment 

9. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and rights and obligation pertaining to property, plant and equipment disclosed 
in note 11 as R182 759 603 (2010: R142 669 576) due to the matters listed below. There 
were no satisfactory alternative audit procedures that I could perform. 

• Additions was disclosed as R46 968 366 in note 1 1 to the financial statements and 
R47 804 927 in the assets register, which resulted in a difference of R836 533. 

® Sufficient appropriate audit evidence could not be obtained for land of R1 170 846 
included in the asset register which, according to valuation roll, did not belong to the 
municipality. 

» Sufficient appropriate audit evidence could not be obtained for the valuation of property, 
plant and equipment of R17 917 480 included in the asset register. 

9 Sufficient appropriate audit evidence could not be obtained for impairments of R640 867. 

e Sufficient appropriate audit evidence could not be obtained for the gain on the disposal 
of property, plant and equipment of R279 116. 

e Sufficient appropriate audit evidence for journal entries of R131 637 passed against 
property, plant and equipment could not be obtained. 

9 Depreciation included in the asset register of R6 159 749 did not agree to depreciation in 
the financial statements of R6 800 257, resulting in the difference of R640 507. 
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10. SA Standards of GRAP 17, Property, plant and equipment states that subsequent to initial 
recognition at cost, an item of property, plant and equipment should be carried at cost less 
accumulated depreciation and accumulated impairment losses. Property, plant and 
equipment were misstated due to the following matters: 

e Depreciation was understated by R1 355 240 as a result of the accounting policy not 
being updated. This resulted in property, plant and equipment being overstated and 
depreciation and amortisation understated by the said amount. 

® Property, plant and equipment was overstated and VAT control account understated by 
R1 348 867 as the capitalised amount included VAT. 

e The asset register was not updated with disposal of R1 18 565. This resulted in an 
overstatement of property, plant and equipment. Furthermore, assets of R180 837 were 
not disclosed in the asset register. This resulted in an understatement of property, plant 
and equipment. I was unable to determine the effect on the other account balances or 
classes of transactions contained in the financial statements. 

Trade receivables from exchange transactions 

11. i could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and rights pertaining to trade receivables from exchange transactions 
disclosed in note 16 as R93 300 888 (2010: R75 380 294) due to the matters listed below. 
There were no satisfactory alternative audit procedures that I could perform. 

• The receivable age analysis and the financial statements at 30 June 201 1 did not agree 
as a difference of R2 557 566 (2010: R34 713 082) was identified. The accuracy of the 
impairment of trade receivables amounting to R81 406 41 1 (2010: R63 6121 30) could 
therefore not be verified due to this material difference between the receivable age 
analysis and the financial statements. 

• I could not obtain sufficient appropriate audit evidence for other consumer arrears 
disclosed as R30 953 573 in note 16 to the financial statements. 

• I could not obtain sufficient appropriate audit evidence for credit balance of R2 846 476 
disclosed as receivables. 

o Sufficient appropriate audit evidence for journal entries passed against trade receivables 
could not be obtained. 

12. international Accounting Standard (IAS) 39 Financial Instruments: Recognition and 
Measurement, paragraphs 43 and 46 states that receivables have to be initially measured 
at fair value and subsequently measured at amortised cost using the effective interest 
method. Trade receivables and revenue were understated by R3 528 270 (2010: 

R1 120 357), as interest was charged on the outstanding debtor accounts for services by 
using the incorrect tariff. 

Employee benefits 

13. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and rights and obligation pertaining to staff leave disclosed in note 7 as 

R2 392 720 (2010: R2 848 536). There were no satisfactory alternative audit procedures 
that I could perform. 

14. IAS 19 Employee Benefits paragraph 10(a) states that when an employee has rendered 
service to an entity during an accounting period, the entity shall recognise the undiscounted 
amount of short term employee benefits expected to be paid in exchange for that service as 
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a liability, after deducting any amount already paid. Staff leave disclosed in note 7 to the 
financial statements was overstated by R957 088 as a result of staff leave taken that was 
not captured on the leave system. 

1 5. I could not obtain sufficient appropriate audit evidence for the comparative figure disclosed 
as R512 299 for bonuses in note 7 to the financial statement. 

Disclosure and presentation 

1 6. I was unable to perform satisfactory audit procedures to obtain reasonable assurance on 
credit balances of R3 239 347 and debit balances of R5 140 584 included in the trial 
balance. Evidence could not be obtained that these balances had been disclosed in the 
financial statements. The municipality’s records did not permit the application of alternative 
audit procedures. I could not determine the impact on the financial statements. 

17. In terms of SA Standards of GRAP 1 Presentation of Financial Statements, each material 
class of similar items shall be presented separately in the financial statements. Inventory of 
R1 567 343 and other expenditure of R6 839 491 in note 30 to the financial statements 
were not presented separately. 

1 8. SA Standards of GRAP 1 9 Provisions, Contingent Liabilities and Contingent 
Assets, paragraph 1 1 0 states that unless the possibility of any outflow in settlement is 
remote, an entity shall disclose for each class of contingent liability at the reporting date a 
brief description of the nature of the contingent liability. The municipality did not disclose an 
indication of the uncertainties relating to the amount or timing of any outflow and the 
possibility of any reimbursement in note 48 to the financial statements. 

19. Additional disclosure as required by section 125 of the MFMA was not made for 
contributions to organised local government and amounts of any contributions outstanding 
as at the end of the financial year. 

20. SA Standards of GRAP 13 Leases, states that a lease is classified as a finance lease if it 
transfers substantially all the risks and rewards incidental to ownership. A lease is classified 
as an operating lease if it does not transfer substantially all the risks and rewards incidental 
to ownership. In terms of SA Standards of GRAP 1 Presentation of Financial Statements, 
each material class of similar items shall be presented separately in the financial 
statements. The municipality did not disclose finance and operating leases separately, 
which was also contrary to the accounting policy. Furthermore, the municipality did not 
disclose a general description of the lessee’s significant leasing arrangements in 
accordance with SA Standards of GRAP 13 Leases, paragraph 46(e) and 50(d). 

21 . The municipality did not include an accounting policy for consumer deposits. 

22. Disclosures were not made for VAT in note 40.3 to the financial statements, as required by 
section 125(1)(b) of the MFMA. VAT was disclosed as Rnul in note 40.3. 

23. Distribution losses for water and electricity were not disclosed, as required by section 
125(2d)(i) of the MFMA. The losses have not been quantified by the municipality. 

24. I was unable to audit the following differences between the comparative amounts as per 
2010-1 1 annual financial statements and the amounts disclosed in the 2009-10 annual 
financial statement; depreciation of RIO 325 337, cash and cash equivalents of 

R33 934 619, cash flow statement of R19 894 664, trade and other payables of 
R14 692 729, taxes of R3 773 601, accumulated surplus of R291 236, consumer deposits 
of R136 210, unspent conditional government grants and receipts of R3 023 157, property, 
plant and equipment of R9 822 723, investment property of R120 041, intangible assets of 
R8 480, trade receivables from exchange transactions of R57 623 716, unpaid conditional 
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grants and receipts of R145 711, property taxes of R195 272, government grants and 
subsidies of R 6 732, service charges of R 5 490 074, rental of facilities and equipment of 
R81 669, interest earned - external investments of R3 384, licences and permits of 
R1 699 and other income of R1 718 683. 

The financial statements did not always indicate the details of these restatements as 
required by SA Standards of GRAP 1 Presentation of Financial Statements and SA 
Standards of GRAP 3 Accounting policies, changes in accounting estimates and errors. 

The municipality's records did not permit the application of alternative audit procedures. 

25. The correction of a prior year error made to cash and cash equivalents of R33 934 620, 
disclosed in note 19, did not agree to the amount of R16 850 004 disclosed in note 31.04, 
resulting in a difference of R17 084 616. 

26. I was unable to audit the difference between the trial balance and the amounts disclosed in 
the annual financial statement for the following line items; trade and other payables of R61 
216 389, unspent conditional grants and receipts of R1 736 840, property, plant and 
equipment of R13 112 728, investment property of R13 412 288, trade receivables from 
exchange and non-exchange transactions of R43 076 289, unpaid conditional grants and 
receipts of R7 889 465, service charges of R3 214 636 and property rates of R833 415 159. 
The municipality’s records did not permit the application of alternative audit procedures. I 
could not determine the impact on the financial statements. 

Irregular expenditure 

27. [ could not obtain reasonable assurance on the completeness of the irregular expenditure 
disclosed in note 38.3 to the financial statements as not all payment- and tender 
documentation could be obtained. There were no satisfactory alternative audit procedures 
that i could perform. 

28. Accounting policy note 1 .25 prescribes the accounting treatment of irregular expenditure. 
Irregular expenditure disclosed in note 38.03 to the financial statements was misstated in 
relation to the following: 

« Irregular expenditure was understated by R4 978 614 in respect of contraventions of the 
supply chain management regulations. Goods and services with a transaction value of 
between RIO 000 and R200 000 were procured without obtaining written price 
quotations from at least three different prospective providers, as per the requirements of 
SCM regulation 17(a) and (c). 

Trade and other payables 

29. I could not obtain reasonable assurance on the completeness, existence, valuation and 
allocation of and obligations pertaining to other payables disclosed in note 8 as 

R15 008 197 (2010; R27 360 318). There were no satisfactory alternative audit procedures 
that I could perform. 

30. IAS 39 Financial Instruments: Recognition and Measurement states that payables are 
recognised as liabilities when the entity becomes a party to the contract and, as a 
consequence, has a legal obligation to pay cash. Payables were overstated by R3 864 996 
due to VAT for consumer debtors impaired incorrectly being included as a VAT payable. 
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Commitments 

31 . SA Standards of GRAP 17 Property, Plant and Equipment, states that the financial 
statements shall also disclose the amount of contractual commitments for the acquisition of 
property, plant and equipment. Commitments were understated by at least R87 590 077 
(R2010: not quantified) in respect of projects in progress. 

Employee-related cost 

32. I could not obtain reasonable assurance on the completeness, accuracy, classification and 
occurrence of employee-related cost disclosed in note 24 as R33 095 297 {2010; 

R29 353 821), due to the matters listed below. There were no satisfactory alternative audit 
procedures that I could perform. 

o Supporting documentation could not be obtained to substantiate the difference of 
R297 284 (2010: R2 769 780) between the payroll and the financial statements. 

e Sufficient appropriate audit evidence for housing benefits and allowances of R206 345, 
annua! bonuses of R1 846 382, leave payments of R329 776 and wages of R329 585 
disclosed in note 24 to the financial statements could not be obtained. 

® Sufficient appropriate audit evidence for journal entries of R143 523 passed against 
employee-related cost could not be obtained. 

Taxes 

33. Taxes were disclosed as R3 111 171 (2010: R9 403 439) In note 10 to the financial 
statements. I was unable to perform satisfactory audit procedures to obtain reasonable 
assurance on the existence, valuation and completeness of and rights and obligations 
pertaining to VAT disclosed. I was unable to satisfy myself by alternative means 
concerning the following inconsistencies and limitations identified: 

• 1 was unable to audit the difference of R13 696 636 between the VAT control account at 
year-end and the VAT 201 return submitted for June 201 1 due to the reconciliation not 
being provided for audit purposes. No alternative procedures could be performed. 

• Sufficient appropriate audit evidence could not be obtained for transactions processed 
against the VAT control account of R1 02 849 1 50. 

34. IAS 39 Financial Instruments: Recognition and Measurement states that receivables are 
recognised as assets when the entity has a legal right to receive cash. The VAT receivable 
was misstated due to the following; 

e The VAT receivable was understated and expenditure overstated by R1 987 514. The 
amount disclosed in note 10 amounted to R3 111 171 and South African Revenue 
Services statement of account reflected a R5 098 685 receivable. 

® The VAT receivable was understated, as VAT was not claimed on consumer deposits 
that were applied against unpaid outstanding debtor accounts. 

® VAT receivable and expenditure were overstated by R 100 267, as VAT was not claimed 
on some tax invoices. 

Inventory 

35. SA Standards of GRAP 12, Inventories, par 09 states that inventories encompass goods 
purchased and held for resale including land and other property held for sale. Inventory was 
understated by R4 620 955 in respect of land intended to be sold which was not disclosed, 
stolen inventory not written off and obsolete inventory not impaired. The municipality did not 
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disclose municipal land available for sale. 

36. I could not obtain sufficient appropriate audit evidence for adjustments made to inventory of 
R1 56 509. There were no satisfactory alternative audit procedures that I could perform. 

Unspent conditional grants 

37. i could not obtain reasonable assurance on the rights and obligation, existence, valuation 
and allocation pertaining to unpaid conditional grants disclosed in note 9 as R7 889 466 
(2010: R6 603 059). There were no satisfactory alternative audit procedures that I could 
perform. 

38. SA Standards of GRAP 23, Revenue from non-exchange transaction, state that an inflow of 
resources from a non-exchange transaction shall be recognised as revenue, except to the 
extent that a liability is also recognised In respect of the same inflow. Any liability 
recognised would be decreased and revenue recognised as and when the municipality 
complies with the restrictions of the grant. Unspent conditional grants, unauthorised and 
general expenditure was understated by R5 967 139 in respect of over-expenditure on 
projects relating to the municipal infrastructure grant of R4 128 210, integrated national 
electrification grant of R1 044 260 and other grants of R794 669 disclosed in note 21 to the 
financial statements. Furthermore revenue for grants was disclosed as R98 400 183 in the 
statement of financial performance. The amount for which the grant conditions were met 
that should have been disclosed as revenue amounted to R69 397 302. This resulted in 
revenue and capital expenditure being overstated by R29 002 881. included in this 
overstatement were funds that were received from the Department of Cooperative 
Governance, Human Settlements and Traditional Affairs for which the municipality act as 
an implementing agent. 

Revenue 

39. I could not obtain reasonable assurance on the completeness, accuracy, cut-off, 
classification and occurrence of revenue disclosed in note 20 as R105 719 947 (2010: 

R79 356 975) due to the matters listed below. There were no satisfactory alternative audit 
procedures that I could perform. 

• Sufficient appropriate audit evidence for journals of R1 36 509 1 54 passed against 
revenue items could not be obtained. These transactions were passed against refuse 
removal, sewerage and sanitation charges, government grants and subsidies and rental 
of facilities and equipment. 

® Reconciliations were not performed for prepaid electricity that was sold on behalf of the 
municipality amounting to R12 244 530 according to the financial statements. 

40. SA Standards of GRAP 23, Revenue from non-exchange transactions states that an inflow 
of resources from a non-exchange transaction shall be recognised as revenue. Property 
rates disclosed in note 20 to the financial statements and trade and other receivables were 
overstated by R1 609 349 due to the incorrect valuation roll used. Rebates were also 
understated by R1 207 227. 

41 . SA Standards of GRAP 9, Revenue from exchange transactions states that revenue from 
the sale of goods shall be recognised when all the measurement and recognition criteria 
have been satisfied. Service charges disclosed in note 22 for water were understated and 
trade receivables from exchange transactions overstated by R786 182 due to the incorrect 
tariff used. 

42. The municipality did not apply the electricity rates prescribed by the National Energy 
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Regulator of South Africa as required by section 15 of the Electricity Regulation Act, 2006 
(Act No. 4 of 2006). This resulted in an overstatement of service charges and trade and 
other receivables of R265 659. 

Expenditure 

43. I could not obtain reasonable assurance on the completeness, accuracy, classification and 
occurrence of expenditure disclosed as R145 345 056 (2010: R102 104 346), due to the 
matters listed below. There were no satisfactory alternative audit procedures that I could 
perform. 

® Sufficient appropriate audit evidence for journal entries of R3 497 158 passed against 
expenditure items could not be obtained. These transactions were passed against grants 
and subsidies paid, finance charges, general expenditure, repairs and maintenance and 
bulk purchases. 

e i could not obtain sufficient appropriate audit evidence for expenditure transaction 
relating to repairs and maintenance that was disclosed as R2 582 447. 

44. SA Standards of GRAP 1 Presentation of Financial Statements paragraph 18 states that 
the financial statements shall present fairly the financial performance of an entity. Fair 
presentation requires the faithful representation of the effects of transactions, other events 
and conditions in accordance with the definitions and recognition criteria for expenses. 
Finance charges were understated by R160 379 as not ail interest paid was disclosed. 
General expenditure and trade and other payables were also understated by R256 874 due 
to expenditure amounting to less than the invoice amount. 

Disclaimer of opinion 

45. Because of the significance of the matters described in the basts for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on these financial 
statements. 

Emphasis of matters 

46. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Restatement of corresponding figures 

47. The corresponding figures for the year ended 30 June 2010 have been restated as a result 
of the change in accounting policy. Details of the restatements and reclassifications of 
certain amounts are disclosed in note 31 to the financial statements. 

Additional matters 

48. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

49. The supplementary information provided set out on pages >ppc to ^ is not clearly 
differentiated from the audited financial statements. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

Material inconsistencies in other information Included in the annual report 

50. At the date of this audit report certain components of the annual report had not been 
received and as a result a conclusion is not drawn on the consistency between the financial 
statements and audit report, and other information included in the annual report. 
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REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

51. In accordance with the PAA and In terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2 010, I include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

Presentation of information 

Non-compliance with reguiarity requirements 

52. I was unable to conduct the audit of performance against predetermined objectives as the 
municipality did not prepare the annual performance report as required by section 46 of the 
Municipal Systems Act, 2000 (Act No. 32 of 2000) (MSA) and section 121(3)(c) of the 
MFMA. 

Compliance with laws and regulations 

Strategic planning and performance management 

53. The municipal council did not, within the prescribed period after the start of its elected term, 
adopt a process set out in writing to guide the planning, drafting, adoption and review of its 
integrated development plan, contrary to the requirements of section 28(1) of the MSA. 

54. The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, contrary to the requirements of sections 
38, 39, 40 and 41 of the MSA and Municipal Planning and Performance Management 
Regulations 7 and 8. 

55. The accounting officer of the municipality did not submit the results of the assessment on 
the performance of the municipality during the first half of the financial year to the mayor of 
the municipality, the National Treasury and the provincial treasury, contrary to the 
requirements of section 72(1)(b) of the MFMA. 

Budgets 

56. The municipality incurred expenditure in excess of the limits provided for in the votes in the 
approved budget, contrary to the requirements of section 1 5 of the MFMA. The 
overspending was subsequently condoned by council. 

57. The mayor did not submit all quarterly reports to council on the implementation of the 
budget and the financial state of affairs of the municipality within 30 days after the end of 
each quarter, contrary to the requirements of section 52(d) of the MFMA. 

Annua! financial statements, performance and annual report 

58. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
identified by the auditors were subsequently corrected, but the uncorrected material 
misstatements resulted in the financial statements receiving a disclaimer audit opinion. 

59. The mayor did not table in council the 2009-10 annual report of the municipality, within 
seven months after the end of the financial year, contrary to the requirements of section 
127(2) of the MFMA. The annual report was tabled on 3 August 2011. 

60. The mayor did not submit a written explanation to the council setting out the reasons for the 
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delay in tabling of the 2009-10 annual report in council, contrary to the requirements of 
section 127(3) oftheMFMA. 

61 . The performance report for the financial year under review was not prepared, contrary to 
the requirements of section 46 of the MSA and section 121(3)(c) of the MFMA. 

Audit committee 

62. The municipality did not have an audit committee for the year under review, contrary to the 
requirements of section 166(1) of the MFMA. 

63. The municipality did not appoint and budget for a performance audit committee, nor was 
another audit committee utilised as the performance audit committee, contrary to the 
requirements of regulation 14(2)(a) of the Municipal Planning and Performance 
Management Regulations, 2001. 

Internal audit 

64. The internal auditors of the municipality did not audit the performance measurements on a 
continuous basis and did not submit quarterly reports on their audits to the municipal 
manager, as required by Municipal Planning and Performance Management Regulation 14. 

65. The internal audit unit did not function contrary to the requirements of section 165(2) of the 
MFMA, in that: 

e internal audit did not prepare a risk-based audit plan and an internal audit programme for 
the financial year under review; 

« internal audit did not report to the audit committee on the implementation of the internal 
audit plan; 

» internal audit did not advise the accounting officer and did not report to the audit 

committee on matters relating to internal audit, internal controls, accounting procedures 
and practices, risk and risk management and loss control. 

Procurement and contract management 

66. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers, contrary to the requirements of SCM regulation 17(a) and (c). 

67. Quotations were accepted from prospective providers who were not on the list of accredited 
prospective providers and did not meet the listing requirements prescribed by the SCM 
policy, contrary to the requirements of SCM regulation 16(b) and 17(b). 

68. Sufficient appropriate audit evidence could not be obtained that goods and services of a 
transaction value above R200 000 were procured by means of inviting competitive bids, 
contrary to the requirements of SCM regulation 1 9(a) and 36(1 ). 

69. Sufficient appropriate audit evidence could not be obtained that bid specifications for 
procurement of goods and services through competitive bids were drafted in an unbiased 
manner that allowed all potential suppliers to offer their goods or services, contrary to the 
requirements of SCM regulation 27(2)(a). 

70. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers based on criteria that were similar to those stipulated in the original bid 
documents and were stipulated in the original bid documents, contrary to the requirements 
of SCM regulation 21(b) and 28(1). 
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71 . Sufficient appropriate audit evidence could not be obtained that invitations for competitive 
bidding were advertised for a required minimum period of days, contrary to the 
requirements of SCM regulation 22(1) and 22(2). 

72. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
drafted by bid specification committees which were composed of one or more officials of 
the municipality, contrary to the requirements of SCM regulation 27(3). 

73. Sufficient appropriate audit evidence could not be obtained that bids were evaluated by bid 
evaluation committees which were composed of officials from the departments requiring the 
goods or services and at least one SCM practitioner of the municipality, contrary to the 
requirements of SCM regulation 28(2). 

74. Sufficient appropriate audit evidence could not be obtained that final awards and 
recommendation of awards to the accounting officer were made by an adjudication 
committee constituted, contrary to the requirements of SCM regulation 29(2). 

75. Sufficient appropriate audit evidence could not be obtained that awards were made to 
providers whose tax matters had been declared by the South African Revenue Services to 
be in order, contrary to the requirements of SCM regulation 43. 

76. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, contrary to the 
requirements of SCM regulation 13(c). 

77. Sufficient appropriate audit evidence could not be obtained that the preference point 
system was applied in all procurement of goods and services above R30 000, contrary to 
the requirements of section 2(a) of the Preferential Procurement Policy Framework Act, 
2000 (Act No. 5 of 2000) and SCM regulation 28(1)(a). 

78. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers based on preference points that were allocated and calculated in accordance with 
the requirements of the Preferential Procurement Policy Framework Act and its regulations. 

79. Sufficient appropriate audit evidence could not be obtained that awards were made to 
suppliers who scored the highest points in the evaluation process, contrary to the 
requirements of section 2(1)(f) of Preferential Procurement Policy Framework Act. 

80. The performance of contractors was not monitored on a monthly basis, contrary to the 
requirements of section 1 16(2)(b) of the MFMA. 

Human resource management 

81. Senior managers directly accountable to the municipal manager did not sign annual 
performance agreements for the year under review in time, contrary to the requirements of 
section 57(1)(b) and 57(2)(a) of the MSA. 

Asset management 

82. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and Information system which accounts for the 
assets of the municipality contrary to the requirements of section 63(2)(a) of the MFMA. 

83. The municipality disposed of more capital assets than approved by council, contrary to 
section 14{2)(a) of the MFMA and Municipal Asset Transfer Regulation 5. 

Expenditure management 

84. The accounting officer did not take reasonable steps to prevent unauthorised expenditure, 
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irregular expenditure and fruitless and wasteful expenditure, contrary to the requirements of 
section 62{1)(d) of the MFMA. 

85. The municipality did not recover unauthorised, irregular or fruitless and wasteful 
expenditure from the liable person, contrary to the requirements of section 32(2) of the 
MFMA. 

Revenue management 

86. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained a management, accounting and information system which recognises 
revenue when it is earned, contrary to the requirements of section 97(h) of the MFMA. 

87. A credit control and debt collection policy was not implemented, contrary to the 
requirements of section 96(b) of the MSA. 

INTERNAL CONTROL 

88. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted 
in the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

89. The mayor was retained during the May 201 1 municipal election. The employment contract 
of the accounting officer was renewed on a month-to-month basis from 31 May 2011. The 
chief financial officer position was filled in January 201 0, half way during the financial year. 
The positions for technical manager and corporate manager were vacant. 

90. The accounting officer of the municipality did not ensure that internal control procedures 
are developed, implemented and monitored that will ensure that: 

• bank reconciliations, debtors reconciliations, creditors reconciliations and VAT 
reconciliations are performed and reviewed on a monthly basis. 

» monthly sets of financial statements are prepared and subjected to review. 

® the property, plant and equipment of the municipality are reported on. 

91. The municipality compiled an action plan after the 2009-10 financial year to address the 
matters reported in that audit report, but failed to implement the actions. Management did 
not monitor the action plan. Management appointed consultants to address some of the 
prior year audit findings and to prepare the 201 0-1 1 annual financial statements. The work 
performed by the consultants was not sufficiently monitored, resulting in the inability of the 
municipality to provide sufficient and appropriate supporting documentation and 
explanations for adjustments and disclosures made. 

Financial and performance management 

92. The municipality did not have the capacity to address backlog issues and financial system 
problems, resulting in the need to appoint consultants. Consultants assisted with the 
preparation of a valuation roll, asset register and annual financial statements. 

93. The financial statements were not reviewed for completeness and accuracy prior to 
submission for audit. 
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94. Requested information was not made available timeously and sometimes not at ail, 
resulting in a limitation of scope on our audit. 

95. The municipality did not implement a performance management system, which resulted in 
the annual performance report not being prepared and submitted. 

96. The municipality did not review and monitor compliance with applicable laws and 
regulations. 

Governance 

Risk identification and management 

97. The accounting officer of the municipality did not ensure that a financial and risk unit is 
established. The municipality did not identify risks relating to the achievement of financial 
and performance reporting objectives. Consequently, controls were not developed to 
prevent, detect and correct material misstatements in financial reporting and reporting on 
predetermined objectives. 

Audit committee 

98. The municipality did not establish an audit committee. Consequently, the committee did not 
approve the internal audit plan and has not exercised any oversight of the implementation 
of the matters reported by the internal audit function. 

Internal audit 

99. The internal audit section reported to the municipal manager as no audit committee had 
been established for the year under review. This negatively impacted on the independence 
and operation of the internal audit section. 

OTHER REPORTS 

Investigations 

100. Council requested the internal audit unit to investigate possible overpayment to certain 
suppliers. 



Kimberley 
30 November 201 1 



AUDITOR-GENERAL 
SOUTH AFRICA 
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